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Mr. Chairman and Members of the Subcommittee: 

We appreciate the opportunity to testify on the Coast Guard's 
fiscal year 1995 budget, focusing primarily on the status of the 
changes in its budgeting for operating expenses (OE). The OE 
account funds a variety of expenses, including salaries, training, 
and the operating and maintenance costs of Coast Guard aircraft, 
vessels, and shore facilities. For fiscal year 1995, the Coast 
Guard is requesting a total of $3.8 billion, including $2.6 billion 
for the OE account. 

For the past 10 years, the Subcommittee and its Senate 
counterpart have repeatedly expressed their displeasure with the 
Coast Guard's failure to adequately justify the OE request. 
Following last year's budget hearings, you asked us to review the 
formulation of the OE budget and justification and provide our 
observations. At about the same-time, the Subcommittee suggested 
an OE budget justification format to the Coast Guard that would 
address Subcommittee concerns. Our testimony today provides the 
status of the Coast Guard's actions to improve its budget process 
as well as our observations on these changes. In addition, we will 
provide observations on the Coast Guard's efforts aimed to 
establish a better defined research and development program and 
improvements in its management of acquisitions. We will focus on 
four main points: 

-- The Subcommittee's OE concerns have centered on two issues. 
The first is the Coast Guard's focus on justifying 
incremental increases to the OE base' but not on what is 
funded in the OE base itself. As a result, detailed 
justification is provided for a very small amount of the 
requested funding and no justification is provided for most 
of the funding. For example, the fiscal year 1995 OE 
request is $2+6 billion of which $39 million (1.5 percent) 
is the OE increment. The second issue of concern fs the 
Coast Guard's practice of presenting the request by 
estimated expenditures per broad mission category. Actual 
expenditures were found to sometimes fluctuate widely from 
the estimates. For example, fiscal year 1992 expenditures 
for Marine Environmental Protection were 57 percent above 
the estimates provided in the fiscal year 1992 budget 
request. 

-- The Coast Guard has taken steps to improve its budget 
format and justification. Responding to the Subcommittee's 
guidance, it has revised the OE budget justification 
format. The fiscal year 1995 OE budget justification is 
presented in terms of the totality of the Coast Guard's 
specific functions, assets, and their operating costs 

'The OE base is defined as the prior fiscal year's OE 
appropriation. 



rather than estimates of future spending by broad mission 
categories. This approach will give the Subcommittee the 
opportunity to review in detail the complete OE request, 
not just the OE increment. Furthermore, this approach 
provides more realistic information than estimates of 
future spending by broad mission categories that are 
subject to fluctuation because of unexpected natural and 
man-made events. The Coast Guard's plans to include 
written justifications for line items in the fiscal year 
1996 OE format will also be a critical step in improving 
the OE justifications. 

The Coast Guard has also begun to improve its ability to 
account for its actual expenses by identifying and 
quantifying its actual operating costs. For the first . 
time, the Coast Guard has developed standard operating 
costs by asset type for the $150 million in recurring 
operations and maintenance funds annually allocated to its 
10 districts. For example, the annual operating cost of a 
llO-foot patrol boat is now identified as $78,000. 

-- While we are encouraged by the direction of these OE 
account related changes, we believe that the integrity of 
the accounting system data needs to be improved for their 
successful implementation. It is essential that the 
accounting data upon which the budget is developed and 
executed are accurate, complete, and reliable. Currently, 
this does not appear to be the case. For example, 
Thirteenth District financial officials in Seattle estimate 
that a significant number of their transactions are 
incorrectly coded into the accounting system. 

-- The Coast Guard is moving toward improving its management 
of research, development, test and evaluation (RDT&E) 
projects, as well as emphasizing the importance of 
rigorously managing the acquisition process. Several key 
activities are scheduled to be completed in the coming 
months, such as the issuance of a long-range RDT&E plan and 
the development of an acquisition process tied to the 
budget process. Because such improvements will strengthen 
the efficiency and effectiveness of the Coast Guard's 
operations and use of budgetary resources, it is critical 
that the Coast Guard leadership ensure continued progress 
in both of these areas. 

Before I elaborate on these four points, I would like to 
provide some background on the Coast Guard's budget. 

BACKGROUND 

The Coast Guard's total budget has grown from $2.7 billion for 
fiscal year 1988 to $3.7 billion for fiscal year 1994. During this 
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period, OE accounted for an average of 69 percent of the budget. 
For fiscal year 1995, the Coast Guard is requesting total budget 
authority of $3.8 billion, including $2.6 billion for the OE 
account, $439 million for Acquisition, Construction and 
Improvements (AC&I), and $20 million for RDT&E. 

Historically, the Coast Guard's OE budget request contained in 
the President's budget was developed by taking the OE base and 
adding the OE increment. The OE base represents the prior year's 
operating costs and the OE increment represents additions and/or 
reductions to specific program elements, For fiscal year 1995, the 
OE request is $2.6 billion, of which $39 million (1.5 percent) is 
the OE increment. However, because the Coast Guard provided the 
Subcommittee with written justifications only for the OE increment 
changes, the budget justification provides the Subcommittee with no 
justification for the large majority of the requested funding. 

The President's budget request and justification materials 
also presented the Congress with the Coast Guard's estimates of 
total expenditures for each mission category (ice breaking, treaty 
enforcement, search and rescue# etc.). However, actual 
expenditures by mission categories fluctuated widely, ranging from 
as much as 57 percent above estimates for the fiscal year 1992 
Marine Environmental Protection mission to 78 percent below 
estimates for the fiscal year 1987 Defense Readiness mission.' 

ADOPTION OF A NEW OE BUDGET JUSTIFICATION FORMAT 
AND SELF-INITIATED BUDGETING IMPROVEMENTS 

During our review, the Coast Guard adopted a revised OE budget 
format which it is using in the fiscal year 1995 budget 
justification {see app. I for the format). This new format moves 
toward better meeting the Subcommittee's needs as it presents in 
detail the total OE budget request, not just the OE increment. The 
format is divided into five Program, Project, or Activity groupsz3 
Personnel Compensation, Benefits and Related Costs; Depot-Level 
Maintenance and Repair; Operations and Support; Recruiting and 
Training Support; and Coast Guard-Wide Centralized Services and 
support. The groups are further subdivided into line items that 
represent categories of funding by function or asset--for example, 
military (pay), vessel maintenance, air stations, cutters, 
recruiting, and unemployment compensation. 

We view structuring the OE budget justification format on the 
basis of line items that represent the functions the Coast Guard 

2Actual total obligations for fiscal years 1986-1992 ranged from 
three percent above estimates to seven percent below estimates. 

'A Program, Project, or Activity is an element within a budget 
account. 
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performs and the assets it operates as an important first step in 
improving the OE budgeting process. Overall, the format presents 
the OE request in a clearer, more descriptive form. This approach 
gives the Subcommittee the opportunity to (1) review the complete 
OE request rather than just the OE increment as was the case with 
previous justifications; (2) review the individual components of 
the request; and (3) establish a baseline for reviewing the 
budgetary trends of the request and its components. We view the 
Coast Guard's plans to include written justifications for these 
line items in the fiscal year 1996 OE format as a critical step in 
improving the OE budget justification and meeting Congressional 
needs. Moreover, we believe that structuring the request around 
these function and asset line items that are based on quantifiable 
operating cost data provides much more useful information upon 
which to make and implement funding decisions than the prior 
practice. In the past, the Coast Guard provided estimates of 
expenditures by broad missions, which, due to unexpected natural 
and man-made events, suffered from wide fluctuations between 
estimates and actual expenditures. 

During the past year, the Coast Guard has been involved in an 
initiative to identify and quantify its actual operating costs and 
make management decisions based on this process. Known as the 
District Budget Model, it represents the first time that the Coast 
Guard has developed standard operating costs by asset type for the 
approximately $150 million4 in recurring operations and maintenance 
funds annually allocated to its 10 districts. 

The working group that developed the model identified 
operating costs for almost 70 functions or assets that the Coast 
Guard viewed as driving virtually all costs within a district. For 
example, the group identified annual operating costs of $76,000 for 
a IlO-foot patrol boat and about $145,000 for an HH-60 helicopter, 
Among the functions and assets modeled were all district managed 
boats and aircraft; shore/grounds maintenance; and personnel 
support such as travel, office supplies, and housekeeping. As this 
was the first time that the modeling was performed, some 
adjustments to the data were made to compensate for this and to 
account for possible inaccuracies in the accounting data. 
Following these adjustments, the working group concluded that 
redistributing of funds in five districts was justified. The 
redistribution ranged from increasing the First District's funding 
by $2.4 million to reducing the Eighth District's funding by $1.1 
million. In October 1993, the Coast Guard Chief of Staff approved 
the working group's recommendation to adjust these districts' 
funding during fiscal years 1994 and 1995. The working group also 
recommended various actions to improve the data base, including 

'For fiscal year 1993, operations and maintenance comprised about 
$600 million of the almost $2.6 billion OE account. 
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identifying and assigning object class codes5 to each asset 
category in the budget model in order "to verify the accuracy of 
each standard." 

With the completion of the District Budget Model that allows 
Coast Guard headquarters to allocate funds to the districts, the 
next phase of the project is to develop a model that standardizes 
allocations from the districts to their respective field units. 
Currently, five districts use nonstandard local models to do this 
and the remainder use other methods. For example, the Thirteenth 
District officials advised us that use of its model has helped 
restore a sense of credibility to the allocation process for field 
units that previously was often viewed as unfair, inequitable, or a 
waste of time. Once the field unit model has been developed, 
consideration will be given to modeling other segments of the Coast 
Guard. 

ACCURACY AND COMPLETENESS OF ACCOUNTING 
DATA NEED IMPROVEMENT 

While we are encouraged by the direction of these budgetary 
changes, we continue to emphasize the importance of having complete 
and accurate data upon which to make budgetary and management 
decisions. As we noted previously, one recommendation of the 
District Budget Model working group was that specific object class 
codes as defined by the Coast Guard Finance Center should be 
identified and assigned to each of the model's asset categories in 
order to verify the accuracy of their operating costs. We agree 
with this recommendation and support the Coast Guard's efforts to 
perform a similar exercise for the individual function or asset 
categories in the revised OE budget justification format. A second 
reason for stressing this point is that function or asset-based 
budgeting is new to and untested in the Coast Guard. The District 
Budget Model's working group noted this in connection with the 
difficulties and complexities of developing the model. 

50bject classification is a uniform classification identifying 
the obligations of the federal government by the types of goods 
and services purchased (such as personnel compensation, supplies 
and materials, and equipment) without regard to the agency 
involved or the purpose of the programs for which they are used. 
The Coast Guard's Finance Center Standard Operating Procedures 
Manual has made further subdivisions within the standard object 
classes by defining them as a "4 digit code that defines what the 
funds were spent to procure. Object classes should be assigned 
carefully to each procurement. They are the basic building 
blocks of a spending plan, answering the question, 'How did you 
spend your money?"' For example, object class code 2623 Energy 
- Aircraft Fuel - HH60J is the code charged for aircraft fuel 
purchased for HH-60J helicopters. 
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Once it has been determined what data to collect and which 
elements of the accounting system capture these operating costs, 
the final step in this function or asset-based process is to 
accurately record expenditures for input into and tracking by the 
accounting system. This is a problem that was encountered by the 
District Budget Model working group. Its report noted that the 
accuracy of the Coast Guard's accounting data was suspect, which 
affects the accuracy of the model's standard costs. The primary 
concern was that object class codes were being improperly used, 
thus making it difficult for the districts' budget officers to 
accurately reflect the expenditures in the model. The report also 
noted that the Coast Guard had various ongoing projects to identify 
the problems in the accounting system and develop solutions to 
them. 

We found similar data accuracy problems in our work in the 
Thirteenth District, which raises concerns about the integrity of 
the accounting system data. For example: 

-- The District's financial officials believe there are too 
many object class codes, which makes it difficult to decide 
which code to charge. Furthermore, in some cases the code 
definitions overlap, making it difficult to ensure their 
consistent application. For example, two different codes 
cover the maintenance and repair of vehicles.6 As a 
result, officials said they lacked confidence in the 
accuracy of object class coding beyond the general 
categories. 

-- while purchases of items using credit cards accounts for 
less than two percent of the total OE budget, they can 
constitute a major part of purchases at the district level. 
For example, credit card purchases account for about one 
quarter of the Thirteenth District's $10 million in base 
level expenditures. Due to the limited number of cards 
issued coupled with not restricting their usage to only the 
card's assigned object class codes, District officials said 
that many OE expenditures do not reflect the correct codes. 
They believe that current credit card practices produce 
many coding errors. They estimate that about 50 percent of 
credit card transactions, accounting for 20 to 25 percent 

'The following is an example of what was viewed as overlapping 
definitions. Object Class Code 2540 Maintenance and Repair - 
Shore Units covers maintenance and repair of shore structures, 
and equipment and vehicles attached to shore structures. Object 
Class Code 2543 Maintenance and Repair - Vehicles and Heavv 
Equipment covers maintenance and repair of automobiles, operating 
equipment, and heavy equipment; and, lubricants, assemblies, 
repair parts, materials, supplies, oil, tire repair, etc. 
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of the dollar value of credit card purchases, have 
incorrect codes. 

-- Correcting the errors identified in the accounting system 
is time-consuming. As a result, the district's officials 
said they only correct substantial errors--about half the 
errors they detect. While this amounts to less than 1 
percent of the district's transactions, officials are 
concerned about having a burdensome system that contributes 
to data integrity problems. 

In last year's testimony,' we stated that the Coast Guard 
needed a more adequate base of information about programs and 
activities. Collecting the right data was one factor we cited as 
being necessary for proper management and decision making. We 
noted that until the Coast Guard improved its base of information 
on all programs, it would continue to experience problems, 
including those resulting from inaccurate or incomplete data. 
While the Coast Guard is aware of and working to correct this 
situation, we believe its resolution is even more important, given 
the budgetary actions currently being taken by the Coast Guard. 

One area where the Coast Guard appears to have made progress is 
assessing its requirements for small boat stations. In response to 
the deficiencies noted in our 1990 report,e the Coast Guard 
developed a new process for evaluating the need for station 
changes.g Based on ongoing work, we believe that if applied 
correctly this new evaluation process (including the use of the 
most up-to-date information) should provide the Coast Guard and the 
Congress with a reasonable basis for determining the appropriate 
number of stations and the appropriate resources for those 
stations. Using its new evaluation process, Coast Guard officials 
have completed a comprehensive analysis of small boat stations and 
are now preparing a list of proposed station changes. 

EFFORTS TO STRENGTHEN 
COAST GUARD RDT&E AND 
ACOUISITION MANAGEMENT 

Key to the Coast Guard's ability to meet its diverse missions 
effectively and efficiently is the development of management tools 

7Coast Guard: Imwrovement Needed in Management of Prourams and 
Activities (GAO/T-RCED-93-28, Apr. 20, 1993). 

'Coast Guard: Better Process Needed to Justifv Closina Search 
and Rescue Stations (GAO/RCED-90-98, Mar. 6, 1990). 

"A station "change" is defined to include the establishment, 
consolidation, closure, downgrade, or upgrade of a station. 
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and techniques for projects in its RDT&E and AC&I accounts. While 
progress has been made in the management of both these areas, 
implementation of planned improvements must be followed through. 

RDT&E Project Definition and 
Lonu-ranue Planninq 

Last year, we reported on weaknesses in the Coast Guard's 
RDT&E pr0gram.l' We stated that the Coast Guard lacked, among 
other things, (1) a clear definition of what constitutes an RDT&E 
project and (2) an RDT&E plan that establishes priorities agency- 
wide or that links proposed and ongoing RDT&E projects to the Coast 
Guard's missions. 

Without a clear definition of RDT&E, the Congress and the 
Coast Guard cannot be assured that funds are being used for 
projects that are truly RDT&E. Also, absent a long-range plan, the 
Coast Guard cannot ensure that limited RDTLE funds are meeting its 
most urgent needs. In response to our recommendations, the Coast 
Guard has initiated the following actions, which it expects to 
complete during this fiscal year: 

-- Development of a clearer definition of RDT&E. 

-- Development of a long-range RDT&E plan that is fully 
integrated with the Coast Guard long-range planning 
process. 

-- Development of measures of effectiveness for the RDThE 
projects. 

Acquisition Manauement 

At about $440 million, the Coast Guard's fiscal year 1995 
request for the AC&I account represents an increase of over $130 
million over the amount enacted in fiscal year 1994. Last year, we 
testified that, despite improvements, 
acquisition project managers, 

such as in the training of 
weaknesses in the Coast Guard's 

acquisition process still needed to be addressed. In particular, 
we emphasized the need for the Coast Guard to reinforce to its 
senior staff the importance of adhering to a rigorous acquisition 
process. However, the Coast Guard's acquisition process remains 
among the Office of Management and Budget's List of High Risk 
Areas, which indicates that this area requires continued 

"Coast Guard: Manauement of the Research, Development. Test and 
Evaluation Proaram Needs Strenqtheninq (GAO/RCED-93-157, May 25, 
1993). 
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attention.ll The Coast Guard plans to continue its corrective 
actions, such as implement a process that will provide sufficient 
quantitative and qucalitative analysis to better support 
acquisition activities and link the process to the budget. 

CONCLUSIONS 

Following years of Subcommittee displeasure with the 
inadequacy of the Coast Guard's OE budget justifications, the Coast 
Guard has taken actions to improve this and other aspects of its 
budget process. We support these improvements, both those that are 
self-initiated and those responding to the Subcommittee's guidance. 
We agree with the concept that the Coast Guard's OE budget 
justification and resulting funding decisions (such as the district 
funds' redistribution) should be structured around the functions 
the Coast Guard performs, the assets it operates, and their 
respective operating costs. While we are encouraged by the 
direction of these changes, we view them as first steps that are 
subject to further evolution and refinement. For example, we view 
the Coast Guard's plans to include written justifications for line 
items in the fiscal year 1996 OE format as a critical step in 
improving the OE budget justification. 

Furthermore, we continue to emphasize the importance of having 
accurate, complete and reliable data upon which to make budgetary 
and management decisions. Inherent to the function and asset based 
budgeting concept that the Coast Guard has adopted is that 
operating costs are accurately recorded and verified within the 
accounting system. Overall, we believe this concept is especially 
well suited to the Coast Guard, given its multimission use of 
assets and the unreliability of estimating future mission 
expenditures. As such, we support ongoing Coast Guard actions to 
improve the integrity of the accounting system data that supports 
this concept. We also support the actions the Coast Guard is 
taking to improve its management of RDT&E and AC&I projects. 

This concludes our prepared remarks, Mr. Chairman. We will be 
pleased to answer any questions that you or other Members of the 
Subcommittee may have at this time. 

I'The High Risk Program focuses attention and resources on 
eliminating major risks confronting Federal agencies and 
programs. High risk areas are those weaknesses that warrant top- 
level attention at the agency by the Congress. The Office of 
Management and Budget compiles the List and publishes it in the 
President's Budget in order to assure attention to these matters 
and to provide a tool for public accountability. 
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